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Executive   Order    12637,    Productivity    Improvement    Program   for    the   Federal 
Government,    encourages    innovative   efforts   by   agencies    to   use    employee 
incentives    to    improve  quality   and    productivity    in    government    operations. 
One   effective  way   of    achieving    this    objective    is   by   utilizing    the 
flexibilities    in    the    Incentive   Awards   Act    to    implement    productivity 
gainsharing   programs.      This   approach   can   be   enhanced  when   developed 
through   cooperative    labor-management   relationships. 

We   have   prepared    the   attached   FPM   subchapter    to   recognize    that    the 
Incentive   Awards   Act   authorizes    Productivity   Gainsharing    Programs,    to 
encourage    their   use,    and    to  assist   agencies    in   developing   and 
implementing    such   programs.       A   draft    of    this    subchapter   was    provided    to 
agencies    and    unions    for    comment,    and    their  views   were    considered    in 
preparing    the   final    language.      This    subchapter  will    be    included    in   a 
revised   FPM  Chapter   451,    Incentive   Awards. 

Further    guidance   on    how    to   design   and   implement    productivity    gainsharing 
programs    is   available    through  OPM' s    training   course,    Productivity 
Gainsharing    in    the    Public    Sector,    and    through   the  use    of    the   Department 
of    Defense   booklet,    A   Guide    for    the   Design   and    Implementation   of 
Productivity   Gain   Sharing    Programs.       Information   on    these   materials    can 
be    obtained   by    contacting    the   Office    of    Personnel    Management   at    the 
number    provided   below.       In    addition,     from    time    to    time   OPM  will    issue 
further    guidance    to   assist   agency   gainsharing   efforts. 

Our   current   records    show   12    Federal    agencies   have    gainsharing   programs 
in   operation   covering   over   4  0,000   employees.      These    include    individual 
employee   programs   such   as    the    Internal    Revenue   Service's    cooperative 
venture  with    the   National    Treasury   Employees    Union,    and   group   programs 
such  as    the  one  being   conducted  by   McClellan   AFB   and    the  American 
Federation  of    Government   Employees    as   part   of    a   demonstration  project. 

OPM  has    established   a    clearinghouse    for    information   on   gainsharing 
programs.      As   part   of    the   clearinghouse    function,    we   have   developed   a 
small    and    simple   data   base   profile    system  on   existing   group   gainsharing 
programs.      E^miLiT<|Tgy^we  would  like    to   expand    this   profile    to    include 
individual/^i?Cgj^iH6^B(s^ell .      To   assist  us    in   this    effort,    agencies   are 
requesteaf^sjVj^iill"  Cw43§/6g^Vf    their    gainsharing   plans,    and   any    information 
on  less^ra  V?arned    thaXrffi!i\  be    of    assistance   to  other   Federal    agencies. 
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Subchapter  9  -  Productivity  Gainsharing  Programs 

9-1.   SUMMARY 

This  subchapter  provides  general  guidance  for  agencies  designing  or 
administering  productivity  gainsharing  programs. 

9-2.   COVERAGE 

This  guidance  applies  to  employees  and  agencies  as  covered  in  5  CFR  Part  451, 
Subpart  A,  Section  451.101(b)  and  (c). 

9-3.   POLICY 

OPM  strongly  supports  the  use  of  productivity  gainsharing.   These  programs 
utilize  incentive  and  employee  involvement  systems  to  improve  productivity  and 
to  achieve  more  efficient,  effective  use  of  resources.   Gains  resulting  from 
these  improvements  are  shared  with  the  employees. 

Productivity  gainsharing  programs  are  subject  to  the  same  statutory  limit  of 
$10,000  per  award  (up  to  $25,000  with  prior  OPM  approval)  which  applies  to  all 
incentive  awards. 

9-4.   OBJECTIVES 

a.  To  clarify  the  authority  for  agency  productivity  gainsharing  programs. 

b.  To  encourage  agencies  to  establish  productivity  gainsharing  programs. 

c.  To  provide  a  general  framework  for  designing  and  implementing  such 
programs. 

9-5.   RESPONSIBILITIES 

a.  OPM  provides  guidance  and  assistance  to  agencies  on  designing  and 
implementing  productivity  gainsharing  programs. 

b.  Agencies  should: 

(1)  determine  agency  policy  on  productivity  gainsharing  programs, 

(2)  provide  for  productivity  gainsharing  programs  in  the  agency 
incentive  awards  plan, 

(3)  assure  that  instructions  in  Subchapter  29  of  FPM  Supplement  296-33 
to  document  awards  to  individual  employees  are  followed,  and 

(4)  assure  that  the  organization  implementing  productivity 
gainsharing: 

a.  documents  the  program  in  a  gainsharing  plan,  and 

b.  provides  for  the  evaluation  of  the  gainsharing  program. 
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9-6.   PROGRAM  DEVELOPMENT  GUIDANCE 

a.  Understanding  the  concepts.   Productivity  gainsharing  programs 
distribute  some  portion  of  savings  resulting  from  gains  in  productivity 
to  the  workers  who  produce  those  gains.   When  carefully  planned  and 
implemented,  these  programs  are  effective  because  they  directly  link 
productivity  improvement  with  cash  awards.   Gainsharing  programs  can 
focus  on  individuals  or  groups.   Individual  gainsharing  programs  focus 
on  increasing  an  individual's  productivity.   Group  programs  relate 
organizational  performance  to  group  awards  and  usually  have  employees 
participate  in  solving  problems  that  will  improve  productivity,  quality 
and  service. 

b.  Assessing  the  climate.   Before  designing  a  gainsharing  program, 
management  should  assess  whether  the  organization  has  the 
characteristics  which  correlate  with  successful  productivity 
gainsharing  programs.   For  example: 

(1)  Does  management  have  a  commitment  to  improving  quality  and 
productivity?   The  effort  involved  in  designing  and  implementing 
gainsharing  is  significant  and  time  consuming.   Is  management 
ready?   Since  gainsharing  programs  are  by  definition  participative 
and  dynamic,  active  management  support  and  involvement  are 
necessary  for  the  open  communication  and  change  needed  to  improve 
productivity.   Such  commitment  includes  providing  for  early  and 
continuing  training  for  managers  and  employees  on  gainsharing  and 
employee  participation.   After  a  program  is  implemented, 
management  should  stay  involved  with  the  process,  providing 
feedback  and  facilitating  modification  as  appropriate. 

(2)  Does  the  organization  have  effective  communications  up  and  down 
the  line?   For  productivity  gainsharing  to  be  effective, 
management  must  let  workers  know  what  is  expected  of  them,  be  open 
and  receptive  to  ideas  and  generally  listen  to  employees' 
reactions.   Effective  communications  of  employee  ideas,  feedback 
and  results  is  essential  for  employee  understanding,  participation 
and  continued  interest  in  the  program.   Effective  communication  is 
also  essential  to  implementing  innovations  and  improvements  in 
work  procedures. 

(3)  Does  the  organization  have  a  constructive  labor-management 
relations  climate?   Productivity  gainsharing  involves  intensive 
labor-management  cooperation.   Successful  programs  typically  have 
involved  unions  at  the  earliest  stages  of  design  and  development. 
Agencies  are  urged  to  make  the  development  and  implementation  of 
the  gainsharing  program  a  cooperative  effort  with  employees 
through  their  representatives.   Agencies  are  obligated  to  consult 
and/or  negotiate  as  appropriate  with  recognized  labor 
organizations. 

(4)  Does  the  organization  have  the  means  to  identify  a  baseline 
standard  against  which  to  measure  increased  productivity  and  the 
resulting  gains?   The  general  objective  to  increase  productivity 
needs  to  be  linked  to  more  specific  outcomes  which  are  within  the 
control  of  the  employees  and  can  be  assessed  (e.g.,  reduced  costs, 
scrap,  rework,  and/or  backlog;  decreased  absenteeism  and  turnover 
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costs;    improved  quality    and    timeliness).      Administrative    systems 
for    measuring    and    tracking   progress,    correlating   progress    to 
specific   organizational    objectives,    and    calculating    the    gains 
and    awards    should    be    simple    and    understandable    to   all    employees. 

Program   design.      Different    approaches   may    be    used    to    design   a 
program    (e.g.,    forming    an   employee/management    team,    or    seeking    outside 
expertise).      Use    of   multi-disciplinary    teams   has    proven   most 
successful.      These    teams    usually    include    employee    representatives    and 
key    technical    or    program  representatives.      The    team    approach 
encourages   cooperation   among   program   areas    and    affected    groups. 

(1)  Coverage.      A   productivity    gainsharing    program  may   cover    a   whole 
organization,    discrete    teams    or   work   activities,    or    only 
individuals    in   specific    types    of   positions,    e.g.,    data 
transcribers.      Consideration   should    be    given   to   the   natural 
boundaries    and    interactions    that    take    place   to   determine   which 
work    groups,    functions    and   management   levels    should    be    included. 
Organizations   with    total   quality   management    programs   usually 
choose    organization-wide    coverage    to   emphasize    teamwork. 
Discrete    teams   -    small    group   projects    -    can   work    best    in    settings 
where  work   activities    between    teams    are   not    interrelated.      When 
considering   coverage    issues,     it    is    important   to   guard    against 
introducing   dysfunctional    competition   among    groups    or    individuals 
whose    cooperation    is   essential    to   production    of   quality    products 
or    services. 

(2)  Measurement    systems. 

a.  Productivity  can  be  defined  in  terms  of  use  of  resources 
(inputs  such  as  labor,  capital,  materials  or  energy)  to  produce 
some  measurable  output.   Improving  productivity  can  mean  improving 
use  of  resources  and/or  improving  outputs  -  whatever  are  critical 
performance  factors  for  the  work  group  in  question.   Examples  of 
measures  of  inputs  include  error  free  key  strokes,  timeliness, 
cost  of  materials  and  labor.   Measures  of  outputs  could  include 
reduction  in  unit  cost,  increased  quality  of  product,  or  products 
delivered  under  budget.   It  is  important  for  all  participants  to 
know  the  measure  of  input  and  output  used  to  determine 
productivity  gains. 

b.  Gainsharing  programs  have  predetermined  systems,  or  formulas, 
for  measuring   and  sharing  the  gains.   These  systems  include  a 
base  standard  and  methods  for  assessing  the  value  of  gains  above 
the  standard,   for  dividing  the  gains  between  the  employees  and 
the  employer,  and   for  calculating  the  amount  of  the  awards. 
Considerable  study  is  needed  for  the  design  and  development  of 
gainsharing  formulas.   These  formulas  may  vary  widely  depending  on 
the  type  of  operation  and  nature  of  the  workforce. 

c.  In  some  projects  it  may  be  necessary,  from  time  to  time, 
to  adjust  or  modify  a  standard.   Adjustments  may  occur  when  a 
standard  is  consistently  surpassed  by  a  given  percentage 

over  a  set  time  period  (trigger  point),  or  when  new  technologies, 
equipment,  work  processes  and  procedures  are  introduced.  Changes 
in  standards  are  sometimes  accompanied  by  a  buy-back  provision 
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which    is   a   one-time    award   provided    in   exchange    for    the   adjustment. 
The   agency    plan    should    state    the   conditions,    if    any,    which   will 
trigger    a  modification   of    the   standard,    how    changes   will    be    put 
into   effect,    and    under   what   circumstances    a    buy-back   would   occur. 

(3)  Payment   frequency.    Some   programs   pay    awards    on  an   annual    basis, 
and    some   on    semi-annual,    quarterly,    monthly,    and    biweekly    bases. 
Though    rewards    should    follow    productivity    improvement   as   closely 
as   practical,    it  may   not   be   practical   to  make    frequent   payouts 
when   rewards   would    be    very    small.       In    these   cases    agencies   may 
want   to   provide    feedback    to   employees   on    the    accumulated   dollar 
value    of    their    gains   at    frequent    intervals    to  maintain    incentive 
and    interest   levels. 

(4)  Share   distribution.      Gainsharing   programs    in   Federal    agencies,    as 
well    as    in   private    industry,    use   a   variety    of    sharing    formulas, 
generally   determined    in   relation    to   the   nature    of    the   work    and    the 
purpose   of    the   program. 

a.  Individual    employee   programs.       In    individual    gainsharing 
programs,    a   specific    base    line    standard    is    set    (e.g.,    time   per 
unit)    and    a   dollar   value    is   attached    to   each    increment   by   which 
the    standard    is   exceeded.      Each   employee   receives    the   value    of 
his/her    contribution   above    the    standard. 

b.  Group   programs.      For    group   programs    the    formula    includes    a 
means    for    determining    the   overall    gain    to   split    between    the   agency 
and    the   participants,    and    a  method    for    distributing    the   employee 
share.      Examples    of    distribution   methods    found    in   Federal    programs 
include   paying   equal    amounts   to   all    participants,    basing    the 
amount   on  percent   of    salary    or    number    of   hours   worked,    and 
combinations    of    these.      Awards    should    be   made   with    a    separate 
check   or    otherwise    clearly    identified  with    the   productivity 
gainsharing   program. 

(5)  Links    to   other    awards.      All    awards   programs    are   management    tools 
to   support    agency   mission.      The    same    superior    accomplishment    can 
be   part   of    the   basis   for    a  performance   award    or    the   sole   basis   for 
an    incentive    award.      Agency    gainsharing   plans   should   clearly   state 
the   agency's   policy    regarding    this    relationship   between 
gainsharing   and   other    awards    programs. 

9-7.       DEFINITIONS 

"Award"    or    "monetary    award":      a   cash    award   which    is   not   part   of    an    employee's 
rate    of    basic   pay.      Awards   under    productivity    gainsharing    programs   are    based   on 
contributions   during   a    specified   period    of    time    according    to  predetermined 
formulas. 

"Contribution":      individual    employee    or    group  achievement   exceeding    agency 
established    levels    of    productivity  during   a   specific    time   period. 
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"Productivity  ga insharing" :   a  management  process,  utilizing  incentive  and 
employee  involvement  systems,  designed  to  improve  productivity  and  utilization 
of  resources.   Gains  resulting  from  these  improvements  are  shared  between 
employees  and  the  agency. 

"Productivity  gainsharing  program":   an  agency's  program  to  share  monetary 
savings  with  employees  when  their  achievements  above  agency  established  levels  of 
productivity  result  in  measurable  savings  to  the  government. 

"Productivity  gainsharing  plan":   the  documentation  capturing  specific  features 
of  productivity  gainsharing  as  it  is  implemented  at  a  particular  organization  or 
work  site. 

9-8.   AUTHORITY 

Chapters  45  and  54  of  Title  5,  United  States  Code,  provide  authority  to  heads  of 
departments  and  agencies  to  establish  productivity  gainsharing  programs  for  the 
purpose  of  providing  awards  to  employees  in  Federal  agencies  based  on  results 
achieved  by  individuals  or  groups. 

Two  Comptroller  General  decisions  have  been  issued  under  the  number  B-128082, 
dated  August  14,  1956  and  July  15,  1969,  approving  monetary  incentive  awards 
based  on  exceeding  fixed  levels  of  performance. 

A  productivity  gainsharing  award  may  be  paid  from  the  fund  or  appropriation 
available  to  the  activity  primarily  benefiting  (as  provided  in  Section  4502  (d) 
of  Chapter  45  and  Section  5407  (d)  of  Chapter  54  of  Title  5,  United  States  Code). 
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